The study employed panel Ordinary Least Squares (OLS) model and panel Vector Autoregressive (VAR) model to examine the dynamic linkages among firm growth, liquidity and firm size. Specifically the study sought to: examine the key variables explaining the growth of firms in an emerging market; examine the reaction of one variable to innovations in another variable within the system and to identify the major drivers of changes in the main variable and the magnitude of the total effect over a certain period of time. Findings, using both panel VAR and panel OLS, showed that growth of firms is financially constrained by the availability of cash flows. There is a significant relationship between cash flows and firm growth which is consistent with theoretical prediction of imperfect capital markets. The panel VAR analysis further that the presence of financial constraints is sensitive to the measure of firm growth. The study shows the existence of causal relationship among firm size, liquidity and growth. Firm size, depending on measure adopted, is affected by availability of cash flows. Variations in investment expenditure were the main drivers of changes in firm growth, firm size and liquidity. The study suggests the need to improve and have a diversified access to finance. Policy makers should aim to develop the financial sector to guarantee sustainable access to bank and stock market finance. The development of strong institutions and reduction of information asymmetry is highly recommended.
INTRODUCTION
The growth of firms is fundamental in addressing challenges faced in emerging economies such as unemployment and attaining a prosperous life, by the general populace. Policy makers in different economies are cognizant of the role played by firm growth in driving economic growth. They are very much interested in employment creation while firms are interested in growth of their sales (Coad and Holzl, 2010) . Consequently, they have devoted resources to assist firms to attain growth and ensure economic prosperity. Studies on macroeconomic settings have failed to bring clarity on firm growth and subsequently its role on economic growth. Previous studies (Hermelo and Vassolo, 2007 , de Wit, and Zhou, 2009 , Gopinath, 2012 have been done to test the theories of growth and how they apply to developed nations. There is not much evidence on the applicability of such theories in emerging markets. They have failed to reach consensus on the factors explaining growth due to differences in measuring the growth variable. Growth has been measured using employment levels, differences in logarithms and rate of growth of sales (Coad and Holzl, 2010 , Zhou and de Wit, 2009 , Oliveira and Fortunato, 2005 .
The extent and magnitude to which firms are affected by financial constraints has not received adequate attention in literature. Financially constrained firms may fail to generate enough resources to support their size and growth efforts. As a result they remain small as they are limited by available internal sources. Firms in economies with cheaper and alternative sources of finance tend to take up growth opportunities easily than their counterparts in less development markets. The development of financial markets may indicate the growth potential of firms. More so, the availability and cost of finance affects the rate of firm growth. Overall, investment volume falls in economies where firms have limited access to financial resources (Campello et al, 2010 , Duchin et al, 2010 . Firms with limited access to externally generated funding resort to retained earnings which may be inadequate for growth.
This study combines the literature on firm growth and investment literature to understand their dynamic linkages in the context of an emerging market. By engaging literature on financial constraints, the study contributes to the existing knowledge on firm growth. The dynamics of firm growth may be better explained by analyzing its linkages with financial constraints. Past studies have focused on the traditional sources of growth and more so they do not provide adequate guidance to a policy maker in developing market. The standard panel data models used in previous studies and results which they generate are limited in scope and hence their applicability in developing nations. They fail to provide evidence on the dynamic linkages among variables which is important to a policy maker. By employing panel vector autoregression (panel VAR) techniques, the study addresses the following key questions to a policy maker: what are the key variables explaining the growth of firms in an emerging market? How does each variable react to innovations in another variable within the system? Which factors are the major drivers of changes in one variable and what is the magnitude of the total effect over a period? Findings suggest that firms in Botswana are financially constrained in relation to growth. However such constraints are linked to the measure of growth employed. The study provides evidence of causal linkages among the key variables. Variations in investment expenditure were the main drivers of changes in firm growth, firm size and liquidity.
The Botswana Stock Exchange (BSE) is among the leading exchanges in the region and provides a greater variety of investment products in an effort to promote economic development. It started off as the Botswana Share Market (BSM) in 1989 with five listed firms and only one stock broker. The BSM grew over the years culminating into the formation of the BSE in 1994 by the Act of Parliament. The BSE, which became operational in 1995, currently comprises of twenty five (25) listings under the domestic equity (main board and venture capital), foreign equity (main board and venture capital) with ten (10) listings. These thirty five (35) listings can be categorized into financial and non-financial entities. Listings on the domestic equity are relatively small compared to those on the foreign equity with current market capitalization of Botswana Pula (BWP) 41, 737.27 million and BWP 412,872.63 million respectively. The BSE also include, on foreign equity, four (4) exchange traded funds with a current market capitalization of BWP 15016 million.
There is still untapped potential for growth for all firms listed on the BSE. Despite the size of firms and moderate rate of growth, studies focusing on BSE firms have looked at issues other than growth. For example, Josiah, Themba and Matenge (2016) focused on the evaluation of corporate governance in Botswana to check the level of compliance with the code by listed firms. This follows the moving away from the King code, from neighboring South Africa, which had been governing the manner in which firms operate. Chiwira and Muyambiri (2012) evaluated the presence of the weak form efficiency and they found that the BSE is inefficient in the weak form. Their findings are consistent with those by previous studies (Magnusson and Wydick, 2002, Smith et al, 2002) . The rest of this paper is organized into six sections as follows: summary of key studies that focused on area under study; methodology; discussions of findings and conclusion and policy implications.
LITERATURE REVIEW

Theoretical review
The discussions on firm growth in this study are underpinned by the Gibrat's law of proportionate growth. The theory by Gibrat (1904 Gibrat ( -1980 in 1931 is one of the very first models of industrial dynamics. It suggested an independent relationship between the proportionate growth of a firm and its absolute size. This is sometimes rendered as the law of Proportionate Effect because the rudimentary principle underlying the model is that at the inception of the period of examination a firm's rate of growth is independent of its size. Thus the probability of a given proportionate change in size during a specified period is the same for all firms in a given industry. The theory suggested that both large and small firms have equal probabilities of growth. The manner in which firms grow is merely by chance as some tend to enjoy above average growth rates while others remain stagnant or they decline. However, Bain (1956) argued that firms below their minimum efficient scale grow more that those that have reached their optimal levels. Firm sizes higher than the minimum efficient scale were associated with losses as enshrined in the neoclassical theory of growth.
The study is also supported by the theory on financial constraints which shows that firms follow the pecking order theory of finance as they source funding (Myers and Majluf, 1984) . The theory shows that when faced with constraints to access external funding, firms would resort to internal funding which are considered as cheaper. There are informational asymmetries between lenders and borrowers on investment opportunities or growth potential faced by firms. This results in huge differences on the costs of using internal and external sources of finance to take advantage of such potential. Suppliers of external finance would require a premium to compensate for this lack of information which creates uncertainty.
Arguably, studies linking the theory of growth to the theory of financial constraints (Carpenter and Petersen, 2002 , Cummins et al, 2006 and Carpenter and Guariglia, 2008 showed that there is a strong link between these two strands and periods of high profitability were associated with more growth potential. On the other hand, more profitable episodes may be associated with more debt where there is easy access to such markets. This is made possible where firms would use the internal resources as collateral in debt markets. This kind of behavior shows the existence of financial constraints in the market. Discussions that follow focus on the key variables employed in this study in relation to the two theories summarized above.
Firm growth and liquidity constraints
The financial markets are imperfect as such firms may fail to grow due to limited sources of external funding. Firms would rather rely on the availability of cash-flows for making investment. Firms that are financially constrained rely more on availability of cash flows for exploiting growth opportunities. There are studies that bear testimony to this assertion which have been summarized in this study. Markovic and Stemmer (2017) showed that highly financially constrained firms rely more on retained earnings for growth. Similarly, previous studies (Gopinath, 2012, Oliveira and Fortunato, 2005) showed that leverage has a negative effect on firm growth while liquidity has a positive effect. Furthermore their study showed that manufacturing firms with foreign participation grow faster than service firms. The study showed that the dynamic firm growth model is applicable in manufacturing and not in services industry. Their findings show the significance of industry effects on the analysis of growth. Again, Aregbeyen (2012) showed that firm growth is affected by the financial constraints. These findings are consistent with Zhou and de Wit (2009) who showed that financial capital is important for firm growth.
The findings by Oliveira and Fortunato (2005) on the dynamic analyses of firm growth and liquidity constraints attributed higher growth-cash flow sensitivity to younger and smaller firms as opposed to their larger and older counterparts. This is inconsistent with Schiantarelli (1996) who attributed relatively more severity in financial constraints on firm growth to small and medium sized enterprises (SMEs) particularly in their early years of operation. Fagiolo et al (2004) found that the constraints of liquidity engender a negative effect on growth once controls for size are made and as such smaller firms tend to encounter more volatility in growth patterns post control of liquidity constraints. This was later supported by previous studies (Rozenfeld, et al, 2011 , Malevergne et al, 2011 which argued that smaller firms that are more liquidity constrained at inception, grow quite persistently more than their larger counterpart that were less constrained at inception with liquidity.
Firm growth and firm size
Several studies have been done to show the relationship between growth and size. Aregbeyen (2012) showed that firm growth is determined by firm size. The relationship is sensitive to the measure of growth employed in the analysis. On the contrary, Gopinath (2012) showed that firm growth and firm size have an inverse relationship. More so, Hermelo and Vassolo (2007) argued that firm growth is not affected by firm size which is consistent with Gibrat's law. Furthermore, Klette and Griliches (2000) as the scholars found no relationship between firm growth and size hence purporting Gilbert's law as true. On the contrary, Bronwyn (1986) had found gross inconsistency with Gibrat's law as the smaller firms used in the sample displayed quite remarkable constraints in growth as opposed to their larger counterparts. Thorsten et al (2005) supported the precepts set by Bronwyn (1986) as opposed to Gilbert's theory, the scholar concluded that whether or not financial, legal, and corruption problems affected the growth rate of a firm, all depended on the firm size hence small firms are the most financially constrained.
Heshmati (2001) had hitherto concluded that the relationship that exists between firm size and growth in cognizance to the age of the firm is quite sensitive. In support of his finding the scholar made reference to Geroski, P. (2000) who had further suggested firm size and growth analyses must consider definition of growth and size, functional form and method of estimation. Goyal, Lehn and Racic (2002) on the other hand found a cross-sectional relationship between opportunities for firm growth and variables of leverage. The same validated the prominent role played by firm size in the theory of corporate finance.
Firm size and liquidity constraints
Evidence shows that there is a relationship between firm size and liquidity Constraints. For example, Audretsch et al (2000) showed that medium sized firms displayed more constraints to liquidity pertaining to their financial behaviour regarding investments as opposed to their smallest or largest counterparts. The scholars made reference to Elston and Ann (1998) who also found small firms to be less constrained in liquidity as emergent competition and internationalism has led to improved access to capital by small firms. The same conclusions were also made by Klette and Griliches (2000) who added that governments are continuously getting committed to funding small enterprises hence alleviating their liquidity constraints. 'Goyal, Lehn and Racic (2002) found that a negative but highly significant effect of size to liquidity constraints as the scholars observed that the stronger the level of constraints to liquidity, the more firm operations are negatively affected by size. These findings were consistent to those by Klette and Griliches (2000) who concluded that small firms though usually constrained in liquidity at startup are prone to rapidly grow with time as they alleviate their constraints through access to funding. In relation to the same results, Abral and Mata (2003) concluded that larger firms tend to experience more liquidity constraints as they tend to overtrade unlike their smaller counterparts. In contrast to the above, Eroski (2000) rather found no relationship between the firm size and its liquidity constraints as the scholar pointed to firm mismanagement as the main cause of liquidity constraints.
METHODOLOGY
Population and sample
The population for the study comprised of 25 firms that are listed under the domestic equity. Out of this category thirteen (13) firms were dropped from the sample as follows: six (6) financial firms, two (2) firms that were listed after the year 2012, two (2) were listed as venture capital and three (3) did not have adequate data. Thus, a sample of twelve (12) non-financial firms with complete data sets remained
Data and variables
The study employed panel data for the period 2012 to 2017. This period has been selected based on data availability to assist in making a preliminary analysis of the dynamic relationship between three key variables as defined in Table 1 .
Analysis tools
The study employed panel ordinary least squares (OLS) and panel vector autoregressive (panel VAR) to allow for comparison in the analysis of the dynamic linkages among variables. Firstly, the panel OLS model was specified as:
Where:  Growth is a measure of firm growth represented by growth1 and growth2.  Size3 is a measure of firm size  Liquid is a measure of financial constraints  Investment (inv) is a measure of investment expenditure by firms  = Parameters to be estimated  = Error term
All variables have been defined in Table 1 below. Secondly, the study specified a panel VAR model due to the potential of endogeneity among variables. This model takes all variables as endogenous and allows for individual heterogeneity. The model is specified as:
is a four vector variable: {growth, size, inv, liquid, are the parameters, captures fixed effects in the model to allow for individual heterogeneity in the levels of variables. Love and Zicchino (2006) argued that this technique would allow us to impose the restriction that the underlying structure is the same for each cross-sectional unit. In order to eliminate fixed effects, which are correlated with regressors, the study employed the forward mean-differencing in Arellano and Bond (1995) . This transformation removes only the forward mean and preserves the orthogonality between transformed variables and lagged regressors. This allows the study to use lagged regressors as instruments and to use generalized methods of moments (GMM) to estimate the coefficients. The study performed the following diagnostic tests: panel unit root tests were done using methods by Levin, Lin & Chu test and Im, Pesaran and Shin; the problem of multicollinearity was checked using correlation analysis; the choice between fixed and random effects was done using Redundant Fixed Effects Test and Hausman tests and residuals normality test were done using the Jarque-Bera (JB) statistic.
The study employed impulse response functions (IRF) to describe the reaction of one variable to innovations in another variable within the system, ceteris paribus. Residuals were decomposed in such a way that they become orthogonal to allow for the isolation of shocks to one of the VAR errors. The identifying assumption is that variables that appear earlier in the system are taken to be more exogenous while those that appear later are more endogenous. Thus variables that come earlier in the ordering will affect those following contemporaneously as well as with a lag. Confidence intervals should be estimated when using IRF. The matrix of IRFs was obtained from the estimated VAR coefficients and the standard errors were determined and confidence intervals were generated using Monte Carlo simulations. Forecast Error Variance Decomposition (FEVD) was employed to show variables that have short and long term impact on another variable. It was employed to identify the percentage changes in one variable attributable to variations in another. FEVD identifies the major drivers of changes in a variable and the magnitude of the total effect over a certain period of time (Lutkepohl, 2008) .
Definition of variables
The expected signs for variables in relation to firm growth were based on evidence found in literature. Variables employed in this study are explained in Table 1 . (de Wit and Zhou, 2009, Coad and Hölzl, 2012) usually use number of employees as a measure of growth. This variable was not used for lack of data for some firms. The study employed growth measure in log differences and in percentage to help check the potential problems of heteroscedasticity (Coad and Hölzl, 2012) . The study also computed the correlation matrix to check for problem for multicollinearity. Table 3 shows that all coefficients were less than 0.8 except for the measures of growth which had coefficients greater than 0.8. Thus the measures of firm growth were not used in the same model to avoid spurious results. 
RESEARCH FINDINGS
Panel OLS model results
The study employed the panel OLS model to determine the factors explaining growth. Such estimations can be done using fixed effects and random effects. The study used redundant fixed effects test on the fixed effects panel OLS model and Hausman test on random effects panel OLS model to identify the best specification. The null hypotheses were as follows, respectively: that fixed effects were redundant and that the random effects were uncorrelated with explanatory variables. Findings, Table 4, showed that fixed effects are not redundant and the random effects are correlated with explanatory variables. As a result the study employed the fixed effects specification for analysis. Using random effects model would result in spurious results. The study estimated two (2) models (Table 5) using Panel OLS and findings showed that firm size and liquidity have negative and positive effect on growth respectively. The two models were estimated to check for robustness. Findings showed that firm growth is explained by firm size and levels of cash flows. The evidence shows that firms on the BSE are facing financial constraints on growth. This is reflected by a positive coefficient of the liquid variable in relation to firm growth. The degree of financial constraints, as measured by the coefficient of liquid variable, increases with a different measure of growth. The study shows that a 10% rise in cash flows or liquidity will result in a rise in firm growth by 10.42%. This is double the level of growth experienced when the study uses change in growth as a dependent variable. Thus firms rely more on internal sources of finance for growth. The availability of cash flows drives the rate of growth for firms. There is imperfect substitutability between internal and external sources of finance. Consistent with theory, internal finance appears to be a cheaper source as compared external sources like share issues and debt. These findings are consistent with previous studies (Carpenter and Peterson, 2002 , Markovic and Stemmer, 2017 , Ismail et al, 2010 which showed the presence of financial constraints among firms. They showed that very severe financial constraint is evidenced by a coefficient of liquid variable that is greater than one (1).
Firm size has a negative effect on growth of firms. This is reflected by a negative and significant coefficient which changes its magnitude depending on the measure of firm growth employed. The study shows that 10% increase in firm size results in 4.86% decline in the growth rate of firms. The result is consistent with the traditional economic theory that postulates that firm size and growth have an adverse relationship. This is explained by the fact that larger firms may not grow much since they would have reached their optimal level. They may have reached a point where the rate of growth would shrink. These findings are not consistent with the theory by Gilbrat (1931) which shows that firm size does not matter for growth. Both larger and small firms have a capacity to grow at a given rate. Furthermore, Aregbeyen (2012) showed that firm growth is positively affected by firm size. These results may be attributed to differences in economic environment where the firms operate and different measurements used for variables employed. For example Gilbrat's model employed the number of employees as a measure of firm size hence the differences in the results. This may also be explained by severe financial constraints as discussed earlier. The negative relationship between firm size and growth is consistent with past studies (Becchetti and Travoto, 2002 , Mata, 1994 , Hermelo and Vassolo, 2007 showing that smaller firms grow faster than larger ones.
On the other hand, the study shows that investment has a positive but insignificant effect on firm growth. Thus investment expenditure is not useful in explaining firm growth, even though the sign for the coefficient is correct. It is also important to perform diagnostic tests to check if the model is good and hence its reliability. The study employed the residuals normality test using the JarqueBera (JB) statistic which is based on values for skewness and kurtosis. It tests the null hypothesis that the residuals are normally distributed. When residuals are normally distributed the expectation is that the values for skewness and Kurtosis should be closer to zero (0) and three (3) respectively. Findings (Figure 1) , using growth1 as a dependent variable, showed that the value for skewness was 0.16 while kurtosis had a value of 3.83, the null hypothesis was not rejected at 5% level of significance. Thus the residuals are normally distributed and the conclusion is that this is a good model. 
Panel VAR analysis
It is necessary to tests for cointegration tests to check for the existence of a long run relationship among variables. Panel Cointegration test is done on the non-stationary. If the linear combination is stationary, the conclusion reached is that there is a long-run relationship among the nonstationary variables. The findings in Table 3 , using Levin, Lin & Chu test showed that all variables are stationary in levels as such a Panel VAR Model is appropriate for analysis. Thus the study employed the Unrestricted Panel VAR Model in level form (Gujarati and Gunasekar, 2012) to examine the dynamic relationships among the variables as opposed to the determination of parameter estimates (Sims, 1980) . For that reason, the coefficients in a VAR model may not be directly interpretable. This is because a VAR model is usually over parameterized making its coefficients unreliable for interpretation.
Panel VAR model results
The study shows that liquidity, as expected, has a positive contribution to growth for firms on the Botswana Stock Exchange (BSE). Specifically the study provides that a measure of growth elasticity of 0.0451, which shows that a ten percentage improvement in liquidity would lead to a 0.451 percentage growth in firms. This measure gives a direct effect of liquidity on firm growth for the one year lag while the second lag for liquidity is insignificant. Thus firms on the BSE are financially constrained as discussed using the panel OLS model. There is unidirectional causality flowing from liquidity to growth and not the other way round. However, the causal relationship between firm growth and liquidity is statistically insignificant when using the growth in percentage changes. This shows that the causal link between the two variables in sensitive to the measure of growth employed in the study. Investment expenditure has a negative contribution to all measures of growth used in the study. The study shows that there is unidirectional causality flowing from investment expenditure to growth. Firm growth has not effect on investment expenditure in the case of firms on the BSE. The magnitude of the contribution worsens when measuring growth using percentage changes. Using both measures of growth, the study shows that the second lag of investment has an effect on growth while the first lag is insignificant. The study shows that a one percentage point increase in investment expenditure would cause growth to fall by 0.0511 percent (when using log differences as measures of growth) or by 1.2151 percent (growth is measured by percentage changes).
The study shows that both liquidity and investment expenditure have an effect on firm size using the two different models. Specifically the study shows that liquidity has a negative contribution on firm size. A one percent improvement in liquidity leads to a 1.3751 percent fall in firm size. The magnitude of firm size elasticity falls as we include percentages changes in growth in the system of equations. The second lag of firm size has a negative effect on liquidity using both systems of equations. Thus the study shows that there is bidirectional causality between firm size and liquidity. However there is no evidence of the effect of financial constraints on the firm size since the coefficient of liquidity is negative. Again the study shows that there is bidirectional causality between firm size and investment expenditure using both systems of equations. Firm size has a negative contribution to investment expenditure while investment expenditure makes a negative and positive contribution to firm size when considering the first and second lag of investment respectively. This finding indicates the possibility of a non-linear relationship between investment expenditure and firm size. The study shows that there is no causal relationship between firm size and firm growth. Firm size has the correct signs as expected but the coefficients are statistically insignificant. In the same manner the coefficients for firm growth carry correct signs but they are statistically insignificant.
Impulse response functions (IRF)
IRFs were employed to determine interrelationships among variables in the system of equations. The IRFs are equivalent to the addition of coefficients of regression on the lagged exogenous variables. The variables of interest are liquidity, firm growth and firm size. Findings are similar using the two systems of equations containing the different measures of firm growth. The study shows that firm growth responds to shocks in investment expenditure, firm size and liquidity. The impact of liquidity is more significant during the first 5 periods after which it subsides. This means firms may be financially constrained during the early years after which they will be able to access external funding. The shocks from investment expenditure and firm size remain significant even after 10 periods.
The study also shows that firm size responds significantly only to shocks in investment expenditure while shocks from liquidity and growth are insignificant. This shows the importance of the role played by investment expenditure in explaining the sizes of firms trading on the BSE. The levels of liquidity are mainly influenced by the shocks in investment expenditure and firms size. Liquidity responds to such shocks even after ten (10) periods. This is evidence that liquidity is influenced by the manner in which firms make investment decisions and change their sizes.
Variance decompositions (FEVD)
Findings suggest that variations in firm growth, measured as a percentage change, were mainly explained by variations in growth throughout the period. However, among the other variables in the system, the study shows that variations in investment expenditure explained variations in firm growth. This is followed by variations in firm size and variations in liquidity. Variations in firm growth, measured as changes in logs, were mainly explained by liquidity in periods 2 to 4 and by investment expenditure thereafter. Variations in liquidity were explained by variations in firm size from period 1 to period 6 and by investment expenditure thereafter. Variations in growth, measured as percentage changes, accounted for changes in liquidity ahead of variations in investment expenditure up to period 4. Findings are similar, when the system of equations includes growth as measured by log changes except that variations in firm growth accounted for changes in liquidity ahead of investment expenditure in period 1. Variations in firm size were mainly explained by variations in firm growth during period 1 to 3 and thereafter investment expenditure became dominant. This result is similar for different measures of firm growth employed in the system of equations.
CONCLUSION AND POLICY IMPLICATIONS Conclusion
The study employed panel Ordinary Least Squares (OLS) model and panel Vector Autoregressive (VAR) model to examine the dynamic linkages among firm growth, liquidity and firm size. Both panel VAR and panel OLS provide evidence that firms on the BSE are financially constrained in relation to growth. OLS method was employed to establish the factors explaining growth while the panel VAR approach helped in adding dynamics in the analysis and separate the contributions made by each individual factor to firm growth. It was also useful in determining the factors explaining the variations in the firm growth variable during the review period. It is not possible to determine such dynamics using the OLS approach only. The study employed two systems of equations with a different measure of growth. Botswana firms are heavily dependent on internal funds for growth. This may indicate the high risk aversion of finance managers such that they avoid the usage of external sources of finance like equity and debt which may be costly and result in bankruptcy. Findings, using both approaches, are consistent with theory, internal finance appears to be a cheaper source as compared to external sources like share issues and debt. The presence of financial constraints is dependent on the measure of growth employed in the analysis. The study provides evidence of causal relationships between growth variables like liquidity and investment expenditure. Investment expenditure is the main driver of variations in growth of firms, firm size and liquidity levels during the later periods. Causal linkages were established between firm size and liquidity. The size of firms is not limited by the availability of internal funding. Firms are still spending more on investment up to an optimal level. The study points out the presence of a non-linear relationship between firm size and investment expenditure which has huge policy implications. The findings suggested that firm sizes remain smaller as liquidity levels improve and vice versa. This suggests that firms are electing to spend more on growth.
Policy implications
The overreliance on internal finance suggests that Botswana needs to put in place a better developed financial sector to enhance uptake of other sources of funding. Improved and more diversified access to external finance is a priority for Botswana. The usage of debt finance may help reduce the agency costs as it brings discipline to finance managers. Finance managers need to understand the optimal levels of capital expenditure to help improve firm sizes. The overreliance of funding from the banking sector may not be a panacea for growth. The capital market still needs to be developed to facilitate sustainable access to finance. Financial markets may be limited, due to weak institutions, in the manner in which they improve access to finance by firms. It is also recommended that policy makers put in place strong institutions and reduce information asymmetry to strengthen the role of financial markets in improving access to finance. Respons Res pons e of SIZE3 to LIQUID -.08 -.04
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